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BOSTON  ENDS  FY  1981  WITH  STRONG  CASH  POSITION 
A Reprieve--Not  a Solution  to  the  City's  Financial  Problems 

Boston  wound  up  FY  1981  on  June  30  with  a surprisingly  large  amount  of  cash  still 
available,  but  the  underlying  problems  which  have  brought  talk  of  fiscal  crisis  and 
even  bankruptcy  in  recent  months  still  have  to  be  resolved.  School  Department  spend- 
ing far  in  excess  of  appropriations  and  court  decisions  requiring  large  abatement 
payments  from  the  Tregor-related  disproportionate  assessing  cases  had  raised  the  spectre 
of  the  city  running  out  of  money  in  the  closing  months  of  FY  1981.  However,  strong 
financial  management  cut  spending,  revenues  were  higher  than  anticipated,  and  there  was 
a delay  in  the  abatement  payments.  As  a result  Boston  was  able  to  finish  the  year  in 
a relatively  strong  cash  position.  That  represents  a reprieve,  not  a solution  to  the 
problem. 

The  Tregor  abatements  will  have  to  be  paid  this  year,  when  there  is  a new  legal 
limit  on  city  revenues  because  of  Proposition  2^.  That  limit  also  makes  it  essential 
that  School  Department  spending  be  sharply  cut  and  tightly  controlled.  The  solution 
to  both  those  problems  lies  in  prompt  passage  of  the  home-rule  petition  which  the  Mayor 
and  the  City  Council  have  been  fighting  over  since  March.  The  petition  would  allow  the 
bonding  of  the  Tregor  abatement  liability.  It  would  also  provide  a stronger  school 
superintendency  and  new  controls  over  school  spending. 

For  the  seventh  consecutive  year  Boston  has  spent  beyond  its  legally  authorized 
appropriation  level.  Though  city  departments  under  the  Mayor  have  apparently  stayed 
within  their  appropriation,  the  School  Department  will  have  a deficit  of  between  $15-22 
million,  much  less  than  had  been  expected.  The  county  will  exceed  its  appropriation 
by  $1  million.  Despite  that  overspending,  the  Bureau  estimates  that  the  city  finished 
the  year  on  June  30  with  a positive  cash  balance  of  $72.1  million.  That  could  enable 
the  city  to  operate  through  November  1 without  selling  tax  anticipation  notes  but  only 
with  the  additional  state  aid  in  the  new  budget  coming  on  an  accelerated  basis,  no 
Tregor  payments  until  November,  and  reduction  of  city  and  school  spending  to  appropria- 
tion levels  by  September  1. 

Even  though  the  fiscal  year  is  over,  the  financial  books  of  the  city  did  not  close 
until  July  15  as  allowed  by  law.  A preliminary  statement  of  actual  expenditures  and 
revenues  will  not  be  available  until  late  August,  and  the  official  financial  statements 
by  the  private  auditors  will  not  be  completed  until  sometime  in  November.  With  this 
caveat,  the  Research  Bureau  has  prepared  an  unofficial  assessment  of  the  city's  general 
fund  operating  position  as  of  June  30.  The  assessment  is  based  on  actual  FY  1981  ex- 
penditures and  receipts  through  May  and  Bureau  projections  for  June. 

FY  1981  Cash  Flow  - $72.1  Million  Balance  at  Year  End 


The  city  of  Boston  is  expected  to  close  its  accounts  for  FY  1981  with  a cash 
balance  around  $72.1  million.  This  compares  with  FY  1980  year-end  balance  of  $36.7 
million.  Such  a large  cash  surplus  as  of  June  30  was  not  expected  a few  months  ago. 
Instead  serious  financial  trouble  was  being  forecast,  even  by  the  Mayor.  However,  a 


variety  of  events  in  the  latter  half  of  the  fiscal  year  combined  to  produce  this 
surplus.  The  cash  balance  referred  to  is  of  the  general  fund,  the  city’s  major  opera- 
tions fund,  before  interfund  transfers.  Cash  due  to  the  general  fund  from  other  smaller 
specialized  funds  or  due  from  the  general  fund  could  not  be  considered  here.  On  June  30 
the  city's  capital  projects  fund  owed  the  general  fund  $7.7  million  but  the  general  fund 
owed  the  special  federal  and  state  revenue  fund  $13.6  million. 

Boston,  Massachusetts  CASH  FLOW  STATEMENT  Fiscal  Year  1981 

General  Revenue  (in  000 *s) 


Pro-  Total 

Actual jected  Cash 


Jul 

Aur 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar 

Apr 

May 

Jun 

Receipts 

Beginning 

Cash  Balance 

$36,669 

56,111 

23,185 

22,278 

27.A89 

148,011 

170,312 

103,778 

51,666 

54,357 

98,641 

77,563 

RECEIPTS 
Property  Tax 

Current 
Prior  Yr's.  & 

$ -0- 

-0- 

-0- 

17,618 

216,013 

3,920 

1,018 

967 

3,469 

82,866 

143,459 

2,769 

472,099 

Tax  Title 

$ 3,586 

1,872 

1,065 

2.A12 

2.033 

1,492 

1,008 

1,096 

2.2A7 

2,035 

1,556 

A, 715 

25,117 

M.V.  Ex.  Tax 

$ 795 

1,180 

1,071 

569 

901 

1,083 

396 

565 

1,452 

1,370 

1,238 

1,007 

11,627 

Departmental 

$ 2,439 

2,724 

A, 098 

2.296 

2,201 

5,431 

4,907 

7, 118 

2,464 

8,234 

3,515 

4,845 

50,272 

Hospital 

$ 1,266 

5,190 

2,170 

7,689 

5,12A 

7.A89 

6,120 

6,214 

9,186 

5,498 

5,667 

18,625 

80,238 

State  Aid 

$ -0- 

-0- 

26,207 

1,392 

221 

52,299 

-0- 

18 

45,809 

1,906 

16,428 

55,258 

199,538 

Fed.  Rev.  Sharing 

$ 5,552 

-0- 

-0- 

5,532 

-0- 

-0- 

-0- 

5,458 

-0- 

5,458 

-0- 

-0- 

22,000 

Tax  Notes 

$40,000 

-0- 

20,000 

30,000 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

90,000 

Tot.  Receipts 

$53,638 

10,966 

54,611 

67,508 

226,493 

71.71A 

13.AA9 

21,436 

6A.627 

107,367 

171,863 

87.219 

950,891 

Tot.  Cash  Avail. 

$90,307 

67,077 

77,796 

89 , 786 

253,982 

219,725 

183,761 

125,214 

116,293 

161,724 

270,504 

16A,782 

Total 

Cash 

EXPENDITURES 

Expend. 

State  Assess. 

$ -0- 

-0- 

-0- 

-0- 

22,089 

-0- 

-0- 

-0- 

-0- 

-0- 

22,089 

-0- 

44,178 

Debt  & Int. 

$ 4,816 

• 7,479 

4,802 

6,686 

13,086 

-0- 

1,194 

15,646 

6,322 

6,851 

106,410 

-0- 

173,292 

Contributory  Pen. 

$ -0- 

-0- 

-0- 

4,728 

8,000 

7,728 

17,728 

-0- 

-0- 

-0- 

7,728 

30,456 

76,368 

Gen.  Government 

$19,680 

26,709 

30,457 

27.206 

35,870 

27,089 

31,830 

31,921 

30,927 

26,181 

34,866 

30. A2A 

353,160 

County 

$ 804 

1,026 

1,052 

960 

1.2A9 

1,084 

I.IAA 

1,382 

1.2A0 

1,035 

1,570 

1.77A 

14,320 

School 

$ 4,122 

4,233 

17,159 

20,239 

23,797 

12,575 

26,608 

23,040 

22,821 

26,438 

19,936 

2A.8A3 

225,811 

Prior  Yr.  Reserve 

$ 3,170 

3,636 

2,048 

1,040 

397 

82A 

216 

A61 

471 

213 

342 

4,450 

17,268 

Tax  Refunds 

$ 1,604 

809 

-0- 

1,438 

1,483 

113 

1,263 

1,098 

155 

2,365 

-0- 

700 

11,028 

Tot.  Expenditures 

$34,196 

A3. 892 

55,518 

62,297 

105,971 

A9.A13 

79,983 

73,548 

61,936 

63,083 

192,941 

92,647 

915,425 

Ending  Balance 

$56,111 

23, 185 

22,278 

27,489 

148,011 

170,312 

103,778 

51,666 

54,357 

98,641 

77,563 

72,135 

The  above  cash- flow  statement  shows  the  estimated  amount  of  cash  spent  by  the 
city  as  of  June  30,  1981.  The  total  cash  expenditure  of  $915.4  million  does  not  re- 
present the  payment  for  all  FY  1981  obligations.  The  Bureau  estimates  that  between 
$10-15  million  in  FY  1981  obligations  will  be  paid  in  FY  1982.  Thus,  this  cash  balance 
of  $72.1  million  is  possible  in  part  because  not  all  FY  1981  obligations  were  paid  in 
cash  by  June  30.  This  situation  is  analogous  to  using  a credit  card  for  making  pur- 
chases and  not  having  to  pay  in  cash  until  a few  months  later.  Several  factors 
contributed  to  the  large  cash  surplus  by  June  30. 


-School  expenditures  were  much  less  than  expected--between  $230  and  $238  million 
rather  than  the  anticipated  $240  million  plus.  Projected  year-end  expenditures  indi- 
cate that  some  school  budget  accounts  were  overestimated  and  others  were  overencumbered. 
Those  conditions  led  to  expectations  of  higher  school  spending.  In  addition,  the  Mayor' 
attempt  to  close  the  schools  once  appropriations  were  exhausted  spurred  economies  by 
school  officials  with  a freeze  on  purchases  and  new  position  controls. 


-The  Mayor  reduced  city  expenditures  in  the  last  half  of  FY  1981  to  prevent 
city  spending  in  excess  of  appropriations  and  to  prepare  for  full  implementation  of 
Proposition  2^^.  The  Bureau  has  verified  that  from  January  1,  1981,  to  May  5,  1981,  the 
city  reduced  city-funded  personnel  by  1,155.  That  translates  into  an  annualized  salary 
savings  of  $17  million. 


-The  city  raised  $25  million  in  the  FY  1981  property  tax  for  last  year's  appropria- 
tion deficit.  This  deficit  appropriation  has  the  effect  of  increasing  the  property  tax 
levy  without  requiring  a cash  outlay.  However,  as  noted  in  the  cash-flow  statement,  the 
Bureau  estimates  that  the  city  will  spend  about  $17.3  million  for  prior  year  obligations 
That  would  have  the  effect  of  increasing  the  city's  cash  position  by  $7.7  million. 

-The  city  has  delayed  in  paying  Tregor-related  abatements.  In  FY  1981  the 
Treasurer  paid  only  $11  million  in  Tregor  and  non-Tregor  tax  refunds.  The  city  raised 


$10  million  in  the  FY  1981  tax  rate  for  Tregor  abatements,  but  only  $6.5  million  was 
paid.  The  Superior  Court  ordered  the  balance  to  be  used  to  help  keep  the  schools  open 
after*  the  School  Committee's  appropriation  was  exhausted.  A deficit  appropriation  of 
$12.6  million  for  abatements  paid  in  FY  1980  that  exceeded  the  original  reserve  of  prior 
levy  years  was  raised  in  the  tax  rate  and  also  required  no  cash  outlay. 

-The  city  collected  $472.1  million  in  current  year  property  taxes  as  of  June  30. 
This  year's  collections  represented  91%  of  the  gross  levy,  a slight  improvement  over 
last  year's  collection  of  90.4%.  Continued  aggressive  operations  helped  collect  $25.1 
million  in  tax  titles  and  prior  years'  taxes  in  FY  1981.  This  amount  represents  a 32% 
increase  over  last  year. 

-A  number  of  non-property  tax  revenue  sources  generated  receipts  greater  than 
originally  estimated.  In  setting  the  tax  rate  for  FY  1981,  the  city  estimated  non- 
property tax  revenues  of  $348.9  million.  The  Bureau  estimates  that  actual  operating 
receipts  as  of  June  30,  1981,  were  about  $363.7  million,  an  increase  of  $14.8  million. 
The  chart  below  shows  a comparison  of  estimated  and  projected  receipts  (in  OOO's). 


M.  V.  Excise  Tax 

Departmental 

Hospital 

State  Aid 

Fed.  Rev.  Sharing 


Estimated  Receipts 
$ 14,939 
46,189 
75,097 
190,097 
21,854 
$348,851 


Projected  Receipts 
$ 11,627 
50,272 
80,239 
199,538 
22,000 
$363,676 


A drop  in  the  motor  vehicle  excise  tax  receipts  was  expected  since  Proposition  2^1 
reduced  the  tax  from  $66  to  $25  per  $1,000  of  value  as  of  January  1,  1981.  However, 
the  actual  receipts  represented  less  of  a loss  than  had  been  expected. 

Departmental  receipts  exceeded  original  estimates  by  $4.1  million.  By  law  revenue 
estimates  in  setting  the  tax  rate  for  the  fiscal  year  cannot  exceed  actual  receipts  of 
the  prior  calendar  year.  Thus,  some  excess  beyond  departmental  estimates  was  expected, 
but  so  were  shortfalls  in  other  receipts.  Interest  earned  on  investments  generated 
$3.5  million  more  than  the  original  estimate  as  a result  of  higher  interest  rates.  Addi- 
tional 121A  urban  redevelopment  excise  payments  produced  $2.2  million  over  estimates. 
Federal  reimbursement  for  the  cost  of  fringe  benefits  provided  by  the  city  for  federally 
funded  employees  exceeded  the  estimates  by  $1.8  million.  On  the  shortfall  side,  county 
departmental  receipts  came  in  under  estimates  by  $1.5  million  as  a result  of  the  Boston 
Municipal  Court's  delay  in  processing  and  collecting  parking  ticket  summonses.  Parking 
meter  fees  produced  a shortfall  of  $1.3  million  due  to  an  unrealistic  original  estimate. 

Hospital  receipts  of  $80.2  million  represented  an  increase  of  $5.1  million  over 
the  base  estimate.  Some  of  that  increase  was  expected,  but  the  total  amount  hinged  on 
final  agreements  with  the  state  and  federal  governments  which  did  not  come  until  June. 
Most  of  this  excess  hospital  revenue,  however,  is  already  committed.  The  Mayor  has 
allowed  the  Hospital  Department  to  spend  beyond  its  appropriation  in  line  with  its 
increased  revenues. 


Actual  state  aid  increased  by  $8.8  million  over  the  estimate  because  in  May  the 
State  Legislature  approved  an  additional  reimbursement  for  Boston  of  $9.4  million  owed 
for  school  construction.  Of  this  amount,  the  City  Council  appropriated  $6.4  million 
for  the  schools  and  $1.5  million  each  for  the  Police  and  Fire  Departments. 

How  Far  Will  $72.1  Million  Take  Boston  in  FY  1982? 

How  long  will  a beginning  cash  balance  of  $72.1  million  enable  Boston  to  operate 
before  it  must  sell  tax  anticipation  notes  (TAN's)?  Normally  Boston,  like  other  Massa- 
chusetts municipalities,  must  sell  TAN's  in  the  beginning  of  the  new  fiscal  year  to 


have  sufficient  cash  to  continue  operations  until  November  1,  when  the  first-half 
property  tax  bills  come  due.  In  FY  1980  and  FY  1981  the  city  issued  $65  million  and 
$90  million  respectively  in  the  first  few  months  of  the  year  and  repaid  the  notes  in 
early  May.  The  ability  of  the  city  to  issue  TAN's  early  this  year  is  uncertain  due  to 
the  lack  of  controls  over  school  spending,  the  treatment  of  debt  service  under  Proposi- 
tion 2^,  uncertainty  as  to  whether  Boston’s  notes  can  be  sold  in  the  secondary  market 
and  the  downgrading  of  Boston's  bonds  to  a noninvestment  grade  level. 

A cash- flow  simulation,  prepared  by  the  Bureau,  indicates  that  under  certain 
favorable  conditions  the  city  could  have  sufficient  funds  to  continue  operating  through 
the  first  of  November,  when  approximately  $200  million  in  property  taxes  will  be  avail- 
able. One  key  factor  is  a delay  on  payments  for  the  Tregor-related  disproportionate 
assessment  cases  until  November.  The  simulation  also  assumes  historical  expenditure 
and  receipt  trends,  a $210  million  school  budget,  increased  departmental  receipts  pri- 
marily due  to  receiving  all  parking  ticket  revenues,  and  a net  increase  in  state  aid 
of  $30  million  with  payments  accelerated.  Also,  both  city  and  school  spending  must 
be  reduced  to  their  appropriation  levels  by  September  1.  In  the  simulation  the  Mayor's 
budget  totals  about  $200  million  rather  than  the  $158,  million  "worst-case"  budget  pre- 
sented to  the  City  Council  last  month.  This  higher  city  budget  would  s^till  require  a 
reduction  of  over  $80  million  from  the  FY  1981  level  and  it  does  not  provide  for  any 
salary  increases  or  allowance  for  inflationary  increases.  While  larger  than  the  Mayor's 
present  budget,  this  higher  simulated  budget  would  also  be  in  many  ways  unworkable. 

Boston's  financial  problems  could  be  resolved  further  if  the  Mayor  and  City  Council 
negotiated  their  differences  and  approved  a home-rule  petition  covering  Tregor-related 
abatements  and  school  spending  controls.  Passage  of  this  petition  would  allow  the  bond- 
ing of  the  outstanding  Tregor-case  liability.  Total  payment  of  those  abatements  from 
existing  revenues  could  exhaust  the  city's  cash  position  by  the  end  of  August  if  no  tax 
notes  are  sold.  In  any  case  not  bonding  Tregor  abatements  would  deplete  the  city's 
cash  as  it  enters  its  second  year  of  Proposition  2%  next  year.  In  addition,  the  home- 
rule  petition  provides  needed  controls  over  School  Department  spending  through  quarter- 
ly allotments  and  a strengthened  super intendency . Those  are  felt  to  be  essential  to 
the  city's  efforts  to  issue  tax  anticipation  notes.  Finally  bonding  the  Tregor  abate- 
ment obligations  would  free  up  resources  limited  by  Proposition  2^1  to  fund  more  workable 
city  and  school  budgets  this  year. 

Even  if  the  city  is  able  to  manage  through  FY  1982  as  a result  of  the  state 
providing  $30  million  in  new  local  aid  and  the  bonding  of  the  Tregor  abatements,  Boston 
must  look  ahead  to  FY  1983.  Property  taxes  then  will  be  cut  an  additional  $77.8  million 
and  the  city  must  again  absorb  all  inflationary  costs  and  salary  adjustments. 


Harry  M.  Durning,  Executive  Director 
Samuel  R.  Tyler,  Associate  Executive  Director 
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